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A 20-minute film consisting entirely of visuals 
generated by Computer Image Corporation will 
soon be introducing new employees to General 
Electric Company's worldwide marketing 
organization. 


In Fiscal 1973, the United States Navy became a 
customer for Computer Image software. 


Computer Image's newest product, a slide 
generator, is already at work producing full-color 
slides and transparencies at a substantially reduced 
cost for the United States Air Force. 


Computer Image delivered to customers in both 
the United States and abroad four of these new 
Scanimate graphic animation computers during 
Fiscal1973. 











YEARIN 
REVIEW 


TO OUR SHAREHOLDERS: 


During Fiscal 1973, our third and best year as 
an operating company, we increased revenues 
by $951,000, 51%, while holding our total costs 
and expenses to an increase of only $72,000.The 
net result was a loss of $288,000 ($.38 per 
share) after depreciation and amortization of 
$373,000. This is a substantial improvement 
over last year's $1.2 million loss ($1.58 per 
share) before non-recurring items. 

The Company entered into a lease/sale 
contract on a Scanimate which will contribute 
$475,000 in cash and revenues over the next 
five years. Had this transaction been recorded 
as a sale, the Company would have shown a 
modest profit. However, present accounting 
convention reguired that we record it as a lease. 

Total revenues were $2.8 million, compared 
to $1.9 million in Fiscal 1972. Computer 
software revenues increased by $135,000. 
Computer hardware revenues increased by 
$710,000. Subsidiary operations. were $95,000 
above the previous year. 

The success of our hardware marketing 
program this year was especially encouraging 
as we discovered new applications and new 
markets for our electro-visual communication 
products. 

Scanimate graphic animation devices were 
sold for installations worldwide, in New York, 
in London, in Tokyo. 

We sold our first slide generator to the Air 
Force Training Command. This new Computer 
Image product substantially reduces production 
costs of full-color slides and film transparencies, 
a growing market. 

Other new customers for software during the 
year included General Motors, American 
Telephone and Telegraph, General Electric and 
the U.S. Navy. 

Educational applications continued to 
expand. A new method of teaching 
mathematics bilingually for Bicultural 


Television will be aired early in 1974. 

We have established a Visual Research 
Laboratory at the University of Denver's 
Psychology Department. A unique Computer 
Image device allows subjects to modify an 
image seen on a television-like screen. 

A computer analyzes the dial- and switch- 
flicking by the subject and diagnoses these 
responses, shedding light on brain functions 
and helping explain how we understand what 
we see. This project, supported by the Office of 
Naval Research, is another interesting example 
of the ability of our creative engineering staff to 
apply our unique and basic technology to new 
tasks in electro-visual communication. 

This new penetration into industrial, 
government and educational markets is part of 
our on-schedule plan to increase the number 
of users of our electro visual technology. Our 
field staff of 16 professional representatives 
throughout the United States is also working to 
increase the frequency of usage by these 
markets. 

We expect a continually improving per- 
formance from this revamped staff of 
experienced professionals. 

Major operational changes during Fiscal 
1973 included the amalgamation of Los 
Angeles and Denver production facilities in 
Denver. This move has already demonstrated 
increased efficiency through use of personnel 
and equipment, and a better concentration of 
services and facilities for our clients. We intend 
to continue expansion of our Denver facility, to 
continually demonstrate the efficacy of new 
and improved products in a profitable 
production environment. The sale of Dolphin 
Productions in New York further emphasizes 
Computer Image Corporation's long-term 
objectives. The New York sale was made to a 
leader in videotape processing and production. 
We feel certain that others in this industry, if 








they are to remain competitive, will reasonably 
soon make the move from ”talking interest” to 
purchase of Scanimate units. 

The efficient management of our limited 
research dollars has continued to advance our 
technology. The guality of CAESAR, our 
character animation system, is improving 
continuously. During the period a test was 
conducted successfully for a major producer of 
TV cartoons. Specifications have been 
developed for the next generation CAESAR 
which will significantly reduce costs while 
maintaining or improving guality for this market. 
We believe it is only a matter of time — this 
length of time depending on the rate of 
investment — before this industry will commit to 
Our revolutionary technigues. 

Our worldwide patent position continues to 
be strengthened. In Fiscal 1973, six domestic 
and four foreign patents were allowed or 
issued. These include domestic patents for both 
the Scanimate animation system and the 
electronic colorizer. 

It was a near-break-even year for our 
subsidiaries. Filmline, producers of government 
and industrial educational films, and Ouartet 
Films, producers of hand-drawn animated 
commercials (Tony the Tiger, Green Giant, etc.) 
entered the new year with healthy backlogs. 
We expect 1974 will be a better year for our 
Hollywood subsidiaries. 

Computer Image operating plans and sales 
objectives for this period (FY 1973) were 
nearly achieved. In operations we have con- 
formed the corporation to a much tighter 
organization with greatly improved cost controls 
and management disciplines. Our marketing 
and sales forces have been reorganized under 
new and tested leadership. Our engineering/ 
manufacturing has demonstrated the 
capability for producing very reliable (though 
complex) eguipment which functions superbly 
in production environments throughout the 
world. Our engineering service department has 
demonstrated the ability to train users of our 
equipment to a high degree of efficiency in a 
relatively short period of time. 


Our plan for Fiscal 1974 is to continue to 
increase our revenue base employing newly 
honed marketing strategies designed to 
increase user population and freguency of use. 
We continue to enjoy the full cooperation of 
our bankers (for which we are very grateful), 
and are optimistic that we will have lease/sale 
contracts sufficient to service our entire bank 
debt by mid-year. 

There is a continued dedication and high 
employee morale, generated by conviction that 
Computer Image will grow to fulfill its destiny. 
Again, to the employees who are the heartbeat 
of our Company, our sincere appreciation. We 
know that pioneering isn't easy, but as Spinoza 
said 300 years ago: “All things excellent are as 
difficult as they are rare." 

To our shareholders who faithfully support 
us, thank you. 


Lee Harrison IH 


Chief Operating Officer 
Chairman of the Board 

















CONSOLIDATED 


BALANCE SHEET 





ASSETS 
(Note 5) 


Current assets: 


Accounts and contracts receivable, less allowance for 
doubtful accounts of $47,699 ($16,428 in 1972).... 


Inventories — work in process....................... 
Prepaid expenses and other current assets............. 


Totalleurrentassets mm vv coe cs a cee 


Investments and other assets, at cost: 
Equipment contracts receivable due after one year....... 


Note receivable and unrecovered cost from sale of a 
elivisiom Noe 


Property and eguipment, at cost: 


Computer system, including eguipment leased to others 
(NOW (5). 5 5 vo cadacono oboo dve gB6 TNT 


Electronic, office and other eguipment................ 


Less accumulated depreciation...................... 


Net property and eguipment................ 


Development costs of computer systems, less amortization of 
$37,582 ($20,408 in 1972) (Note2)................. 


Patents, at cost less amortization of $22,441 ($13,349 in 1972) 
(NOM Dosoccocasacwdnsucvoccgcgnadcssosucouade 


Deferred preoperating costs, less amortization of $651,048 
($433,848 in 1972) (Note2)....................... 


Excess of cost over net tangible assets of businesses acquired, 
less amortization of $8,904 ($8,910 in 1972) (Note 3)... 


See accompanying notes. 

















June 30 

1973 1972 
$ 65,983 $ 71,839 
261,967 249,192 
120,840 63,831 
32,532 54,086 
481,322 438,948 
196,206 = 
261,072 — 
49,157 46,151 
506,435 46,151 
287,329 349,417 
604,816 725,043 
892,145 1,074,460 
318,428 252,689 
573,717 821,771 
505,054 463,484 
147,931 129,656 
434,999 652,199 
162,065 333,784 
$2,811,523 $2,885,993 














June 30 


LIABILITIES Current liabilities: 1973 1972 

De ne Notes payable, principally to bank (Note 5)............ $ 292,137 $ 125,000 

EQUITY Accounts payables: cee do einen einen 210,369 267,134 
Accrued liabilities... ere No 96,636 41,994 
Advances from customers.......................... 46,958 82,698 
Long-term debt due within one year................. 208,075 124,896 


Total current liabilitites.................... 854,175 641,722 


Long-term debt due after one year (Note 5): 


Convertible debentures............................ 491,250 270,000 
Other long-term debt............................. 969,795 1,191,426 
Total long-term debt...................... 1,461,045 1,461,426 


Commitments and contingencies (Note 7): 


Stockholders' eguity (Notes 3, 5 and 6): 


Common stock, 10€ par value; 
3,000,000 shares authorized, 827,518 shares issued 





(768,160 in 1972), including shares in treasury..... 82,752 76,816 

Capital in excess of par value......................... 3,077,974 3,082,097 
Deficit rme ee EET (2,632,061) | (2,343,706) 
528,665 815,207 

Less 17,150 shares in treasury, at cost.................. 32,362 32,362 
Total stockholders’ eguity.................. 496,303 782,845 


$2,811,523 | $2,885,993 











See accompanying notes. 








CONSOLIDATED 


STATEMENT OF 
OPERATIONS 





Revenue: 


Contracts and services (Note 4)..................... 
Sale Gi GO MP Ute rs aa e E NERE 


Interest and other income.......................... 


Costs and expenses: 


Cost of contracts and services...................... 
Gostkeoncomputersso de EET. 
Research and development........................ 


Depreciation and amortization...................... 


Selling, general and administrative.................. 


Interest 


Loss from discontinued operations (Note 9)........... 


Loss before extraordinary charges and cumulative effect of 


change in accounting principle...................... 


Extraordinary charges (Note 9)......................... 


Loss before cumulative effect of change in accounting 
DANCING soiosrbaneoreeobobonvouvouucunndoDDGdeDe 


Cumulative effect on prior year (to June 30, 1971) of 
changing to a different method of accounting for 


research and development costs (Note1)............. 


Nenloss ra NE AS S re en 


Per common share (Note 10): 


Loss before extraordinary charges and cumulative effect 
of change in accounting principle................ 


Extraordinanachalgesr mea RE 


Cumulative effect on prior year (to June 30, 1971) of 
changing to a different method of accounting for 


research and development costs................. 


See accompanying notes. 














June 30 

1973 1972 
$1,903,290 $1,647,781 
891,780 182,091 
15,313 29,161 
2,810,383 1,859,033 
1,161,327 1,045,861 
265,701 63,180 
23,074 156,669 
372,968 372,586 
1,119,073 1,249,738 
156,595 108,770 
— 27,388 
3,098,738 3,024,192 
(288,355) | (1,165,159) 
= (168,720) 
(288,355) | (1,333,879) 
= (237,909) 
$ (288,355) | $(1,571,788) 
$( .38) $(1.58) 
= ( .23) 
— ( .32) 
$( .38) $(2.13) 






















Source of funds: 
Proceeds from sale of debentures.................... 
Proceeds from long-term debt.................:.... 
Disposition of property and eguipment................ 


Disposition of net assets of a division — noncurrent 
POHIONK(NOTSEA EN a oo bono ano 


Shares issued or released from escrow as a result of 
acguired businesses attaining specified earnings 
objectives SN ren 


Shares issued for cancellation of lease................ 


Application of funds: 
Operations: 
Loss before extraordinary charges and cumulative 
effect of change in accounting principle....... 


Credits (charges) to operations not involving funds 
in the current year: 


Depreciation and amortization.............. 


Noncurrent portion of equipment contracts 
receivaplef Nr a aa encase 


Extraordinary charges and cumulative effect of 
change in accounting principle, net of charges not 
involving funds in the current year............. 


Total applied to operations................. 
Additions to property and eguipment................. 
Additions to development costs of computer systems.... 
Ndditionskolpatens ET 


Additions to excess of cost over net assets of acquired 
PUsingsses EE 


Payments and current maturities of long-term debt...... 


Note receivable and unrecovered cost from sale of a 
division (Note st cess ieee yee rs eke 


Acquisition of treasury stock....................... 


Increase (decrease) in working capital (Note 11)........... 


See accompanying notes. 


CONSOLIDATED 
STATEMENT OF 
CHANGES IN 
FINANCIAL 
POSITION 








June 30 

1973 1972 
$ 221,250 $ 280,000 
54,376 1,211,600 
99,242 76,702 
205,824 — 
1,813 56,231 
— 27,500 
— 14,580 
(3,906) 10,094 
578,599 1,676,707 
288,355 1,165,159 
(390,142) (383,994) 
196,206 — 
94,419 781,165 
— 90,814 
94,419 871,979 
109,757 337,570 
58,744 133,511 
27,367 24,484 
1,813 56,231 
195,506 139,502 
261,072 — 
— 24,000 
748,678 1,587,277 
$ (170,079) | $ 89,430 











ka — —— —— 








CONSOLIDATED 
STATEMENT OF 
STOCKHOLDERS' 
EOUITY 






Years ended June 30, 1973 and 1972 














Capital 
in excess 
Common of par Treasury 
stock value Deficit stock Total 
Balance at June 30, 1971.......... $75,600 $2,985,002  $( 771,918) $( 8,362) $2,280,322 
10,000 shares issued for 
cancellation of lease (Note 9) 1,000 26,500 — = 27,500 
2,160 shares issued to employees 
as compensation......... 216 14,364 - - 14,580 
15,363 shares released from 
escrow as a result of 
acquired businesses attaining 
specified earnings objectives 
(Note — 56,231 — - 56,231 
3,000 shares acquired in connec- 
tion with sale of subsidiary 
(Noter PN — — — (24,000) (24,000) 
Neto oe A, — ee (1,571,788) o, (571/788) 
Balance at June 30, 1972.......... 76,816 3,082,097 (2,343,706) (32,362) 782,845 
59,358 shares issued under a 
market price guarantee in 
connection with the acquisi- 
tion of a business in a prior 
year (Note 3)............ 5,936 (5,936) - - — 
500 shares released from escrow 
as a result of an acguired 
business attaining specified 
earnings objectives (Note 3) - 1,813 - - 1,813 
Netlosst ae — — (288,355) - (288,355) 
Balance at June 30, 1973.......... $82,752 $3,077,974  $(2,632,061) $(32,362)  $ 496,303 





See accompanying notes. 
















June 30, 1973 and 1972 


1, Summary of significant accounting policies 
Consolidation: 


The accompanying consolidated financial statements 
include the accounts of the Company and all of its 
subsidiaries, all of which are wholly owned. All 
significant inter-company transactions have been 
eliminated in consolidation. 


Inventories: 


Work in process inventories, including purchased 
parts and materials, are carried at the lower of cost 
or market. 


Depreciation and amortization: 
Depreciation of the operational segment of the 
computer system, including equipment leased to 
others, is provided on the straight-line method at 
annual rates based on an estimated useful life of five 
years. Depreciation of other property and equipment 
is provided principally on the straight-line method at 
annual rates based on estimated useful lives of three 
to ten years. Patents are amortized over the 
remaining legal lives. 

Amortization of deferred charges and other intan- 
gible assets is provided on the straight-line method. 


Development costs of computer systems: 


The Company defers certain costs applicable to the 
development of computer systems. Such costs are 
amortized over five years from the date the system 
becomes operational. All other research and develop- 
ment costs are expensed as incurred. During the year 
ended June 30, 1971 (the first year the Company 
began commercial operations) all research and 
development costs were deferred. The cumulative 
effect on prior years of the change in method of 
accounting is reported separately in the results of 
operations for the year ended June 30, 1972. 


Deferred preoperating costs: 

During the period from February 20, 1967 (date of 
inception) to June 30, 1970, the Company was in the 
development stage and had not begun commercial 
operations. Accordingly, all promotional, research and 
development costs (net of incidental income) incurred 
through June 30, 1970 were deferred in its accounts. 
Beginning July 1, 1970, such costs are being 
amortized by charges to income over five years. 


NOTES TO 

CONSOLIDATED 

FINANCIAL 
STATEMENTS 


Cost of acquired businesses: 

The excess of cost over net tangible assets of 
businesses acquired is being amortized over forty 
years since, in the opinion of management, the future 
periods to be benefited are indeterminable. 


Lease accounting: 

Long-term noncancelable leases meeting the criteria 
established by the Accounting Principles Board are 
accounted for as sales. Other leases are accounted 
for on the operating method. 


Investment credits: 


Investment tax credits (which have not been 
significant) will be accounted for as reductions of 
income tax expense in the year allowable for income 
tax purposes. 


2. Development costs of computer systems 


Development costs include approximately $415,000 
applicable to the development and construction of 
the CAESAR animation system. No amortization of 
the costs of the CAESAR system has been provided 
since the system was not fully operational at June 
30, 1973. 

The realization of the development costs of 
computer systems and related patents and deferred 
preoperating costs is dependent upon the ability of 
the Company to achieve commercial operations at a 
level which will permit recovery of such deferred 
costs. 


3. Excess of cost over net tangible assets of 
businesses acquired 

The Company acquired certain businesses in prior 
years in exchange for cash and common stock. In 
addition, the Company agreed to issue or release 
from escrow additional shares of common stock 
contingent on certain of the businesses attaining 
specified earnings objectives and on the amount by 
which the average market price of certain of the 
shares issued at acquisition was less than $19 to $30 
per share approximately three years after date of 
issue. The value assigned to additional shares issued 
or released from escrow as a result of acquired 
businesses attaining specified earnings objectives is 
added to the cost of acquired businesses; additional 
shares issued as a result of adjustments based on the 
average market price of shares issued at acquisition 
does not affect the cost of acquired businesses. 





3. (continued) 

During the year ended June 30, 1972, 15,363 
shares were released from escrow as a result of 
acguired businesses attaining specified earnings 
objectives, increasing the Company's investment by 
$56,231, and one of the acguired businesses was 
sold, reducing the excess of cost over net tangible 
assets of businesses acguired by $24,346. During the 
year ended June 30, 1973, an additional 500 shares 
were released from eserow as a result of acguired 
businesses attaining specified earnings objectives, 
increasing the Company's investment by $1,813, and 
one of the acguired businesses was sold, reducing 
the excess of cost over net tangible assets of 
businesses acguired by $165,081 (Note 4). At June 


30, 1973, a maximum of 2,500 additional shares were 


held in escrow to be released contingent upon the 
attainment of specified earnings objectives by a 
subsidiary. 

During the year ended June 30, 1973, a total of 
113,434 shares were determined to be issuable in full 
satisfaction of the market price guarantees entered 
into by the Company. Of this amount, 59,358 shares 
were issued during the year and the balance issued 
subsequent to June 30, 1973. 


4. Sale of division 

As of June 1, 1973, the Company sold certain assets 
of its New York production division in exchange for 
the assumption by the purchaser of certain liabilities 
and obligations, a noninterest-bearing note 
receivable from the purchaser for $127,750 (present 


value based on imputed interest rate of 9% — $95,991), 


plus 3% of the computer animation revenues from the 
purchaser's New York production beginning June 1, 
1974 through September 1, 1984. The note 
receivable is due in equal monthly installments of 
$250 beginning September 15, 1973 through March 
15, 1975 and $3,000 from April 15, 1975 through 
August 15, 1978. The Company has assigned a value 
of $165,081 to the percentage of computer animation 


revenues to be received, representing an amount equal 


to its unrecovered cost in excess of net tangible 
assets acquired in 1970 when it purchased the New 
York facility and which, in the opinion of manage- 
ment, is less than the amounts which the Company 


will ultimately realize. The revenues and income (loss) 


attributable to the division to the effective date of 
sale are summarized as follows: 


1973 1972 
REVEMUC Seemed mmm: $599,851 $504,669 
Net income (loss)...... $ 49,226 $ (4,577) 
Per common share...... $.06 $(.01) 


In connection with the sale of the division, the 
Company also sold a refurbished computer system to 
the purchaser and entered into a lease agreement for 
an additional computer system. The lease, which is 
being accounted for on the operating method, 
provides for total rentals of $475,750, payable $3,750 
on September 15, 1973 and $8,000 monthly there- 
after to August 15, 1978, with an option to purchase 
the computer system for $50,000 at the expiration of 
the lease. 


5. Long-term debt 
Convertible debentures consist of the following: 


1973 1972 
8%% debentures, due $10,000 
November, 1973, $260,000 
November, 1976 and $10,000 
Rebru ANVAN A ane $280,000 $280,000 
6% debentures, due $40,000 July, 
1977 and $10,000 August, 1977... 50,000 - 
7%% debentures, due $46,250 October, 
1977, $25,000 November, 1977 and 
$100,000 December, 1977........ 171,250 - 
501,250 280,000 
Less amounts due within one year.... 10,000 10,000 
$491,250 $270,000 





The debentures are convertible at any time up to 
maturity, at the option of the holder, into common 
stock of the Company at prices varying from $2.1125 


to $5.90625 per share, a maximum of 140,613 shares. 


The terms of the debentures prohibit the Company 
from paying any cash dividends, or purchasing, 
redeeming or otherwise retiring any shares of its 
common stock. The Company has also granted 
options to purchase an additional $150,000 of 8%% 
debentures (convertible at $5.90625 per share) , 
expiring $25,000 in December, 1973, $75,000 in 
February, 1975, and $50,000 in July, 1978. 


Other long-term debt consists of the following: 
1973 1972 
8%% note payable to bank (25% Small 
Business Administration participation), 
due $17,290 monthly, including 
interest, to June, 1978, balance of 
$120,000 due July, 1978, guaranteed 
by certain officers and directors.... 
11%-14% eguipment purchase contracts 
payable, due $5,080 monthly to June, 
1976 and $2,281 monthly thereafter 


$ 946,679 $1,000,000 


to January, 1977, including interest 166,816 306,322 
Noninterest- bearing note payable, due 
$1,000 monthly to October, 1976 .. 40,046 - 
Noninterest-bearing note payable, 
due August, 1976............... 14,329 — 
1,167,870 1,306,322 
Less amounts due within one year.... 198,075 114,896 





$ 969,795 $1,191,426 








Substantially all of the Company's tangible and 
intangible assets are pledged to secure its short-term 
and long-term bank botrowings. 


6. Stock options and warrants 


The Company has adopted gualified stock option 
plans under which options to purchase its common 
stock may be granted to key employees. Under the 
plans, the term of the option is not to exceed five 
years, the option price may not be less than the fair 
market value of the shares at the time the option is 
granted and the employee must agree to remain in 
the employment of the Company for at least one year 
after the option is granted. At June 30, 1971, options 
to purchase 84,435 shares were outstanding. During 
the year ended June 30, 1972, options for 31,810 
shares were cancelled. During the year ended June 


6. (continued) 

30, 1973, options to purchase 20,975 shares at 
$3.375 to $5.125 per share, a total of $83,916 were 
granted; and options to purchase 43,825 were 
cancelled. At June 30, 1973, options to purchase 
29,775 shares at prices ranging from $3.375 to 
$20.625 per share, an aggregate of $252,603, were 
outstanding, of which options to purchase 6,800 
shares were exercisable. In addition to shares of 
common stock reserved for outstanding options, 
72,225 shares were reserved at June 30, 1973 for 
future options under the plans. Subseguent to June 
30, 1973, the Company granted options to purchase 
an additional 9,425 shares at $3.625 per share, a 
total of $34,166. 

In connection with a public offering of its common 
stock during 1969, the Company issued warrants to 
purchase 10,000 shares of its common stock at $17.50 
per share. The warrants expire June 10, 1974. 

No charges to income have been made in 
accounting for stock options or warrants. 


7. Commitments and contingencies 


The Company and its subsidiaries have entered into 
employment agreements with certain of their officers 
and key employees providing for annual salaries 
totaling approximately $100,000 in 1974 and $80,000 
in 1975. 

The Company and its subsidiaries occupy the 
premises in which they conduct their operations 
under long-term leases, expiring in 1975, providing 
for annual rentals of approximately $30,000. In 
addition, the Company is obligated under certain 
eguipment lease agreements, expiring in 1976, 
reguiring annual rentals of approximately $20,000. 

The Company is contingently liable under a long- 
term lease for the premises occupied by the division 
it sold during 1973 (Note 4). The lease, which 
expires in August, 1981, provides for annual rentals 
of approximately $30,000. The Company is also 
contingently liable under a conditional sales contract 
having an unpaid balance of approximately $100,000, 
which was assumed by the purchaser of the division. 


8. Income taxes 


Significant timing differences exist between income 
tax and financial reporting. However, no provision 
has been made for the tax effect of such differences 
since the Company has not realized net income for 
either financial or income tax purposes. 

The Company and its subsidiaries have net 
operating loss carryovers for federal income tax 
purposes of approximately $2,750,000, of which 
$390,000 will expire in 1974, $510,000 in 1975, 
$920,000 in 1976 and $930,000 in 1977. 





9. Extraordinary charges 


Extraordinary charges during the year ended June 30, 
1972 consist of the following: 
Costs incurred in connection with proposed 
public offeting of common stock — 
registration withdrawn.................. $( 63,941) 
Loss on cancellation of lease — value assigned 
to 10,000 shares of common.stock issued to 


lessor, plus deposit forfeited.............. (29,575) 
Loss on sale of investment in subsidiary — 

excess of cost over value assigned to 3,000 

shares of common stock acguired for 

tre asus A) ST E (33,220) 
Loss on sale of assets of merchandise sales 

division — operation discontinued (a)....... (41,984) 

$(168,720) 


(a) Operating results of discontinued operations prior 
to sale have been reclassified and are summarized 


as follows: 
1972 
Revenue Se nra A NONA, $108,767 
Costs and expenses............. 136,155 
LOSSE TEERAA NE $ (27,388) 
Pershaten rs EN SE ~ $(.04) 


10. Loss per common share 


Net loss per common share has been computed based 
on the weighted average number of shares of 
common stock outstanding during each year 

(767,371 in 1973 and 736,420 in 1972), including as 
outstanding those shares determined to be issuable 
under market price guarantees. No effect has been 
given to additional shares contingently issuable based 
on earnings, or to shares issuable under options, 
warrants and convertible debentures since their 
inclusion would decrease loss per share. 


11. Working capital 


The changes in the elements of working capital for 
the years ended June 30, 1973 and 1972 are as 
follows: 








1973 1972 
Increase (decrease) in current assets: 
(SES o see year $ (5,856) $(121,000) 
Accounts and contracts receivable. 12,775 (27,003) 
INVENTON Sa EE 57,009 (103,440) 
Prepaid expenses and other 
eUrtentassets nn n an (21,554) (813) 
42,374 (252,256) 
Increase (decrease) in current liabilities: 
Notes payable................ 167,137 (475,000) 
Accounts payable.............. ( 56,765) ( 50,686) 
Accrued liabilities.............. 54,642 28,644 
Advances from customers....... (35,740) 50,132 
Long-term debt due within one 
Vedr a a a O O A 83,179 105,224 
212,453 (341,686) 





Increase (decrease) in working capital $(170,079) $ 89,430 















The Board of Directors and Stockholders 
Computer Image Corporation 


We have examined the accompanying 
consolidated balance sheet of Computer Image 
Corporation at June 30, 1973 and the related 
consolidated statements of operations, 
stockholders' eguity and changes in financial 
position for the year then ended. Our 
examination was made in accordance with 
generally accepted auditing standards, and 
accordingly included such tests of the 
accounting records and such other auditing 
procedures as we considered necessary in the 
circumstances. We have previously made a 
similar examination of the financial statements 
for the prior year. 


BOARD OF DIRECTORS 


Lee Harrison II] Chairman of the Board of 


Directors, Denver 


President of Economic 
Research, Inc. and Bradley 
Gammons & Co., Inc., 
New York 


Luke Benz 


President of Add-In 
Corporation, St. Louis 


Richard D. Rush Vice-President of Marketing 
and Secretary of the Company 


John T. Rogers 


REPORT OF 
CERTIFIED 
PUBLIC 
ACCOUNTANTS 


In our opinion, subject to the realization of 
the development costs of computer systems 
and related patents and deferred preoperating 
costs as described in Note 2 and the 
unrecovered cost from sale of a division 
described in Note 4, the statements mentioned 
above present fairly the consolidated financial 
position of Computer Image Corporation at 
June 30, 1973 and 1972 and the consolidated 
results of operations and changes in financial 
position for the years then ended, in 
conformity with generally accepted accounting 
principles applied on a consistent basis during 
the period. 


ARTHUR YOUNG & COMPANY 
Denver, Colorado 
August 24, 1973 


GENERAL COUNSEL 
Holme Roberts & Owen, Denver, Colorado 


AUDITORS 
Arthur Young & Company, Denver, Colorado 


STOCK TRADED 


Over-the-Counter 


TRANSFER AGENT 
Colorado National Bank, Denver, Colorado 
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Computer Image Corporation's operating officers meet frequently in informal sessions 
such as this to exchange information and to discuss ways in which the company can 
take advantage of fast-breaking developments. Shown, left to right, are: Donald L. Maly, 
Director of Marketing and Advanced Programs; Robert F. Richardson, Director of 
Marketing; Richard D. Rush, Vice-President of Marketing; Lee Harrison III, Chairman 

of the Board; Dennis J. Reinhard, Controller; Michael C. Webster, Director of 
Production; Clayton D. Ratcliffe, National Sales Manager; and Edwin J. Tajchman, 
Vice-President of Engineering. 


For further information, write to: 

Director, Shareholder Relations, 

Computer Image Corporation, 

2475 W. Second Ave., Denver, Colo. 80223 


COMPUTER IMAGE GORPORATION 





Electrovisual Communications—Eguipment, Services and Technology 


Computer Image Corporation has designed and manufactured three e Pattern 

major electronic animation systems called Animac, Scanimate and Recognition 
CAESAR, which are used extensively to produce films and videotapes e Command and 
for advertising and education. Animation of black-and-white line draw- Control 

ings into moving, contorting, colored graphic pictures and full-color š 


Time Histor 
cartoons are seen freguently on commercial TV, as well as Educational y 


TV (Sesame Street, Electric Company, etc.). There are many examples s: z v 
demonstrating an extensive capability to produce animated video S ki . 
displays, either of simulated movement of objects or of data organized VS 

and treated in a wide variety of ways. For its contributions to television, k Management 
Computer Image was awarded a television “Emmy” by the National Displays 
Academy of Arts & Sciences for "outstanding achievement in e Simulators — 
Engineering." Trainers 





CAESAR å SCANIMATE 1000 ANIMAC 


Em te 


Computer Image has developed several special items of electro-optical equipment. These include 
high resolution X-Y television cameras employing vidicon, plumbicon, and silicon diode pick-up 
tubes, high resolution CRT monitors, flying-spot scanners, scan-conversion equipment, and gray- 
scale color encoding units. The latter provide an overall: system resolution of 700 to 800 lines, as 
measured on a standard TV resolution chart. Circuit designs include wide bandwidth video amp- 
lifiers, video threshold detectors, video switchers, and CRT deflection amplifiers. 


For information on how Computer Image Corporation can help solve your 
electrovisual communication problems...contact: 


DIRECTOR, ADVANCED PROGRAMS 
2475 West Second Avenue 

Denver, Colorado 80223 

(303) 934-5801 


Computer Image has made two special applications of its animation capability to particular prob- 
lems: the generation of colored slides and the visual display of sonar signals. The Scanimate 
500-slide generator converts gray-scaled artwork with 5 discrete gray levels to an encoded video 
signal. A different color may be assigned to each gray level and the artwork thus may be displayed in 
five arbitrarily selected colors on a color TV monitor. Colored slides from black and white artwork are 
produced by photographing a high resolution CRT display through filters. The operator can select 
colors and format with great flexibility. The second special application of Computer Image technol- 
ogy analyzes underwater acoustic signals, separates them into 16 contiguous frequency bands, 
and simultaneously displays their instantaneous amplitude values over the previous 10.6-second 
interval. It incorporates the flexibility of viewing this array rotated about various axes and of changing 
either the relative emphasis on various frequency bands or of changing intensity or heights of the 
displayed signals. The first in the Scanimate 500 series was purchased by the United States Air 
Force. The sonar visual display work was performed under contract to the Office of Naval Research, 
in cooperation with the University of Denver Psychology Department. 


A wide range of applications can be made of this technology: 

1) complex data displays, 2) conceptual design synthesis, and 3) simulation using animated visual 
displays. The ONR sonar display is an example of 1) and the slide generator of 2). Possible 
examples of 3) are animated displays of remote manipulation equipment for training and displays of 
missile target positions for simulation of anti-tank missile firing. Other examples of complex data 























SCANIMATE 500-SLIDE GENERATOR SONAR DISPLAY ACOUSTIC SIGNAL DISPLAY 











displays, in the medical field, are displays of acoustic data on tumors or enlarged organs, or certain 
features of EEG or ECG, such as freguency content. The special feature of Computer Image 
presentations is the ease of real time control an operator can exercise in varying the character and 
emphasis of the display. Similarly, displays of non-destructive test data on structures can be 
displayed in a way which simulates three dimensionality, allowing one to inspect cracks, etc., as 
necessary. 

Technology underlying the Animac, Scanimate and CAESAR systems, making possible extensions 
of basic animation technigues to new problem solutions, includes digital and analog circuits of many 
kinds as well as a complete video signal handling and processing capability. Analog circuits embrace 
high-speed computation circuits employing summing amplifiers, inverters, multipliers, dividers, 
integrators, differentiators and logarithmic amplifiers in addition to analog track-and-hold circuits, 
commutators, analog-to-digital and digital-to-analog converters, function generators, spectral 
analysis filters, and phase-locked loops for coherent signal detection. Likewise, digital circuitry using 
RTL, DTL, TTL, MECL and MOS integrated circuits has been used extensively. The three animation 
computers also employ digital timing and control logic. Integral to the CAESAR system is a waveform 
function generator containing 148 TTL and 6 linear integrated circuit modules on a single board. 


Other digital designs have included numerical computation circuits, time code generators, parity 
generators, error correctors, magnetic tape deck controllers and circuits to interface with digital 
computers. Integration of general purpose digital computers into systems described above has been 
accomplished, and considerable use of programming and interfacing has been made. 
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REAL TIME INTERACTION IN-HOUSE FABRICATION 












